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CERTIFIED MAIL 113€p 1986

Gentlemen:

W2 have considered your application for recognition of exemption
from Federal income tax under section 561(c){(7) of the Internal
Revenue Code of 1954,

The informetion nsubmitted indicates you were formed as a club

Your estated purposes ara to create a fantasy~type covironment for
people intercoted in live outdeor wargawing activities aund
provide & medinval atwosphere for people interecasted in
role~playing and fantasy character development,

Your activities include:
1. Battles normally occuring on a bi-weekly basice.
2. Campouts occassionally held during warm veather.

3. Adventures, either indoor or outdoor, occurring on a
bi-monthly basis.

Hembership is open te anyone intervested in participating in the
club's activities, Mewmbers are charged duves only if they
physically attend an event. A pevson becowes a member by filling
out a membership card. There is no membership fee to join,
However, all players are expected to purchasce o rulobook, Bome
of your members come from a similar club - NN

. They are charged dues of lllc per batilae, the
same as regular N venbers.

Income is derived from dues which is eutirely dependent upon
battle attendance, rulabook sales, sale of literary magariue

(I ) .

Expenditures are for adventures, phone bill, printing,
advertising, game equipment, and campsite rental fees.
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In terms of business activity, you have reached ayrecments with
two area busineszce. Both NN - S
I - N o I v a;rcod to
distribute your rulebooks. These books retail for Sl and are
sent to the stores in consigoments of MMM By orzl spreemaents
concluded witn both businesses, % of the profits trom rulebook
sales go to NI vhii: HBZ of the money is rernined by each
store.

Members may purchase rulebooks from the stores or directly from
the club at events,

Non-members may purchase || i they attend an event at
which the publication is being sold. The price of I
is lll¢ per copy for anyone interested in buying the magazine.

The magazine has the name, address, and telephone number of the

_'

Section 50i(c)(7) of the Internal Revenue Code exempts from
Federal incowe tax, clubs organized for pleasure, recreation, and
other non-profitable purposes, substantially all of the
activities of which are for such purposes and no part oi the net
earnings of which inure to the benefii of any private
shareholder.

Section 1.501(c)(7)=1 of the Income Tax Regulatioung providew ag

follovs

.

.

(a) The exemptron provided by section 501(a) fov vrganizatvens
described 1n sectlon 501(e)(7) apnlies only 1o clubs wihich
are organized and operated exclusively for pleasure,
recreation, and other non-profitable purposen, but dees not
apply to aay club if any part of its net carninps inurer tn
the benefit of auy private shareholder., Tn geuweral, thie
exemption extends to social and recreation clubs whicl are
supported solely by membership fees, dues, and agsessmaniy,
However, a club otherwise entitled to exemption will cut be
disgqualified because it raises revenues frowm members thweough
the use of club facilities or 1in connection with club
activities,

(b) A club which engaged in business, such as making its social
and recrcational facilities available to the generail
public - - - is not organized and operated exclugively for
pleasure, racreation, and other non-profitadle purposes, aud
is not exempt under section 50){a). Solicitation by
advertisement or othervise for public patronage of its
facilities is prima facie evidence that uhe club ie engsging
in businces and 13 not being operated exclunively for
pleagure, recrcation, or social purposes,



You advertise to the public by the fliers, rulebnolk, and
magaziune.

Pyblic Lav 94-568 as explained in Senate Report MNo. 54-1318,
published in Cumulative Bulletin 1976-2, page 597, provides that
a club exempt from taxation and described in scetion 501(c)(7) is
to be permitted to receive up to 357 of its grous receipts from a
combination of investmeat income and reccipts from non~members
(from the use of its facilities or services) so long as the
latter do not represent more than 15 percent of the total
receipts. Tt is further stated that if an orginization exceeds
these limits, all of the facts and cirmstances muct be considered
in determining whether the organization qualifies for exempt
status.

Bevenue Rulinp 56-589, 1959-2, 267, holds that a club will nct be
denied exemption merely because it receives income from the
senzcal public; that is, peregony other than members and their
Lona fida puests, or because the general public ovn occasion is
permitted to participate in its affairs, provided such
participation is incidental to an in furtherance of its general
club purposes and it may not be ssid that income therefrom is
inuring to wembers, This is pgenerally true whers the receipts
from non-members are no more than ecosugh to pay their shave of
the expaunses.,

Kevenue Ruling 68-119, published in Cumulative Bulletin 1%08-1,
page 262, holds that a club will not necessarily lose ils exompt
ctatus 1f it derives income from other than boun fide members and
their guests, or if the peneral public on oceasion ic peremitced
to participate in its affairs, provided guch participation i{¢
incidental to and in furtherance of its genevral club purpezer and
the income therefrom does not inure to membere, The equesivian
club considered in this ruling held an annual steeplechase which
was open to the general public. Prize money war paid frow eatvy
fees paid by participants, and general expense¢s of the meet ware
paid from adwmissions and sale of programs and refreshments. The
ctub distributed any net proceeds from the meet to charity,
Therefore, it was held the meet was not operated to mahe
profit, and the income from non-members did uwot inure to
benefit of members, The club's exemption was not jeopard
non=-membeyr pavticipation in ite snnual meet.

-

)
ae

sed by

I3
S
Iy

+

Tn liberalizing the amount of non-member incoms that could be
received by social clubs, Congresnional Commitlee Reports state
that the amendment (Public Law 94-568) wvas not intended to permit



social clubs to receive, even within the allowable guidelines for
outside income, income from the active conduct of businesses not
traditionally carried on by social clubs. (Senatr Report MNo.
94-1318 24 Session, 1976-2 C.B. 596.)

Revenue Ruling 65-63, published in Cumulative Bullmiin 1965-1,
page 240, holds that a non-profit organization which, in
conducting sports car events for the pleasure and rpcreation of
its members, permits the general public to attend such events for
a fee on a recurring basis and solicits patronage by advertising,
does not gualify for exemption as a club organized and operated
exclusively for pleasure, recreation and other won~profitable
purposes uander section 501(c)(7) of the Internal Kevenue Code of
1954,

Revenue Procedure 71-17, 1971~1 C.B., 173, establivhes
recordkeeping requirements for social clubs, to separate
non~member incowe, Tf these requirements are wmet, certain
presumptions as to member vs, non~member income may be made, as
outlined in the Revenue Procedures,

You do not charge an initial wmembership fee. Your membership
requirements are broad, and members pay dues only if they
physically attend the eveunt which is llll¢. 1In fact, any member of
the public can attend the activities by paying the dues. You did
not answer the question correctly concerniug how many membere are
members who are active for two or wmore pames, The organization
and operation of a club in a mauner which constituter n
subterfuge for doing business with the public 1s incongistent
with the term "club" as used in IRC 501(e)( 7).

On the basie of the informatiou furaished, it iy concluded that
your predominant purpose is to eugage in the bucinery of selling
services for profit to an unlimited unumber of individuals tevand
members; that membership is not a true wembership but is mevely a
guise uvnder which virtually unlimited numbers of individualy way
utilize the club facilities, and that incowe from mumbars ix in
reality income from transactions with the general public, &n
activity clesrly not of an exewpt chacacier, Rev. Hul, !
1958-2, C.B. 2066,
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Eveu though you have agreed that you will immediately cecase to
sell the club rulebooks ac [N /< N
B, the agreements with the two buswinesses are prima facie
evidence that your club is engaging in businesws as previously
cited in section 1.507(c)(7)-1(b) of the Income Tax Regulations.



0a the baeis of the evidence presented, the requiremants for
exempticn of a social and recreational club defined in the Code
and Income Tax Regulations, and the interpretation i (he Code
and Repulations cited in the Reveuue Ruling noted abawve, we hold

that you do not qualify for exemption under section 501(e)(7) of
the Code.

Based on the information submitted, exempt status will not be
recognized under anv related pavagraph of the Internal Revenue
Code section 501(e).

Yotil you have established an exempt status, you are not relieved
of the requivements for filing Fedevrsl income tax returns.

If you do not accept our findinps, we reccommend that vou request
a conference with 2 member of our Regiownal Office of Appeals.
Your request for a counlerevce should include a written appesl
giving the facts, lav and anv other information to sunpport your
position as explained in the enclosed Publication $92. You will
then be contacted to arrange n date for 2 counference. The
conference may be held at the Regional office or, if you request
at any mutually convenient District office. 1f{ we do not hear
from you within 30 days of the date of this let-er, thic
determination will becowr final,

?

Sincerely yours,

Distvicl Biresctor
Enclosure: Publication 892



